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Introduction

There are two tax prrdvainsli odnesp atnhdaetn «kspuebnskiedsigz e t he
parents: the child and deple t dheen teexmpl lvesyi tomnx foorre di t
sponscariddl and dependent care. This report provi.
benefit so, [fiogciubsiilnigtayn dr ebqeuni etifearte. nct’Bsh €« ud @aport al s o i
someummdagn theswhbehehighlight some of the char:

Child and Dependent Care Tax

e child and dependenoncefantrackdbuecaece 8 Kk parygdirt t}
deral liinacboimlei ttyaxbased on child amnkbde depepadgat c
n work or3Slimack ftchre warekdi t
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h e cexdéedaﬁspayéDlﬂ'L"97lnbﬂlfy chil

federal incomeTatxpxa ylejdependent care t ax

li1iorilfeeader al 1 nc-eme {Attheendof2017, Presiderftrump signed into law
including nmamg Iltew p d P.L. 1187 whichmade numerous changes to the
gemerally recefiivie fri et e
wWever, i i y ges
nonrefundhbke thedCDh either the child and dependent care credit or the
exclusion for employesponsoredchildcare.

EIl i g ibilit Yy f or Nonetheless, the changes in the law could indirectly
impact the value of these benefits for certain taxpaye
To ¢l ai m tdeep ecrhdielndt adFor example, insofar as

0O 0 —~0

h
€
a
S m
r t
f t

t a X p ayer muste ]mbgit ba inco?etef\]glgabilcijt)athetgxg:yermg};qlsoreceivea
smaller child and dependeaare credit since as a

cri(Tdhrei a amupdntygaral i f 3 norrefundable creditpthe final value cannot exceed

cxpenses for a ltllalﬂél|ncometaxliability.

earned 1 netoanxeesh hnd f

allowable filing status. These are defined

briefly bel ow.

e Qua¥Fying Qupénf§egsng expenses are generally d
incurred for the care of a qualifying indivi
spouse, if filing joihay mentcsa nmawdbe kt cora lroeolka t
for c¢child c@aaone ydelpéegmidelng for the credit, unles
the tasxpaypemdent , child under 19 years ol d,
qualifying child. Taxpayers claiming the CDC’
name, ,addr¢asxpayenumbdentofiegnyiparson or org
that provides care for a qualifying individu:

1 Theoriginal title of the law, the Tax Cuts and Jobs Awas stricken before final passage because it violated what is

known as the Byrd rule, a procedural rule that can be raised in the Senate when bills, like the tax bill, are considered

under the process of r econ c iprovidefoirecanciliatibhpursuant to titleslllandi t 1 ¢ o f t
V of the concurrent res ol utRoomorenformatibneoon thewByrgrale, RS r fiscal ye
Report RL30862The Budget Reconcitai on Pr ocess: ThebyBieHesiftJeds fAByrd Rul eod

2 For more information on the changes made to the tax coBelbyt 1597 seeCRS Report R4509Zhe 2017 Tax
Revision (P.L. 1187): Comparison to 2017 Tax Lawoordinated by Molly F. Sherlock and Donald J. Marples

3 Internal Revenue Code (IRC) §21.
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e Dependent €are pewteweddent’accaanr ebecent er
considered a oguilifyinpeexpanee complies wi
local rdgdbtpendast care center 1s defined a

4 For the purposes of the credit, this includes-infie work,parttime work, and selemployment.

5 Treasury regulations provide that a taxpayer does not need to allocate expenses between care for a qualifying
individual and other purposes for examplepther goodsindservices are provided incidental to ancejparably a

part of the care (e.g., meals and snacks provided at day c#ér#)eoexpense for the other purpose is sn28IC.F.R.
§1.21(d)
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care for xmpree@pttlkan shan those who may reside
and rsapaymemtgroarntproviding care services.

o Pr-Keduca/tBeofmomak t-scthoceF Expenses for education b
the kindetgéetgn, | nusrcheamaly)smahdbofyongpre
expenses fTorre atshuer yc rreedgiutl.a peosasespfovidduthaton
at the kindergarten level or higher do not q:
summer school ofHotwetverionrp esdicdipommnls esar e of a
child in kindergarten or higher grades may b

e Dayampay ocmmmwpabguali fying expense. However, o
not a qualifying expense.

e Transpodtabnbsenrtation byptathar ¢ appavieddr t i t
a qualifying indiwhermue lc @aroemeiysabproanv iad epd a c e

qualifying expense. For example, the cost of
cenmalwe sciodhered a qualifying expense.

Table 1.Typical Expenses that May Qualify for the Child and Dependent Care Credit

Child Other Dependent
In-Home Care e Nannies e Home health aid
e Housekeepers e 0Vi sintgied ¢ 6A

e Au Pairs (meals provided, but not
the value of theddging
Outsidethe-Home Care e Day care e Adult day care
e Nursery <hool
e  Preschool

e Before or after-school care for a
child in kindergarten or higher
grade

e Day amp (overnight camp is NOT
a qualifying expense)

Source: Congressional Research Servirased onnformation found in 268C.F.R. §.21

Note: The expense must meet all other criteria, including being paid or inciseeithat the taxpayecan work
or look for work. Whether an expense actually qualifies for the credit will depend on the facts and
circumstances of eagbarticula case.

A~

UUw, EET wOOw1ll OEUDPYI Uwe

1001l Uwlli T EUEDOT w/ Eaodl O
tadepamrdeomte n e rcarleldyi te.l i gi b1l «
€ t

Payments madechpopld ae
However, payments mad ovotul ed fnoolt T dovei teH o tgy poel se o f
cChtTC.

e Tax pasy edre petnhdee nrte:] ati vie depeheébttaxpanyer
taxparyesrpoeusgétigible to claim the relative for

626 C.F.R. §1.21(d)(5), (7).

7 According to the Internal Revenue Service, the cost of transportation for@acapr ovi der to the taxpayer
a qualifying expense becaus eSedlnternalRevénue Sérevigblication803 o f a qual i f
Child and Dependent Care Expens2816, p. 7.
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e Child underth® yednsiokdiebhilthecandxpader 19 y
ol d (citrirvees poef whet hefs tdheepye nadreen tt)hhe t axpayer

e Spoutshee: riesl att h evet pxpawye rt i me during the year.
e Parent of a uhal ir fesy iatnhge v ephhijebedntti foyfi ng chil d
for whom the ex®penses are incurred.

V)

WYDET Uw( #w3l U0

T
c

ayers claiming the CDCTC g.amdr alalxypamest pr ov
t infi mber iionid iawmigdnutaihtayt provides care for a qua
I RS may dsencyl aihm ftarx ptalye rc 1 adubmmbteirfsi cfaotri o n
di viduaSosciaale nSSemdbhreist ¥ SSNs ) or individual taxrg
e
e

= o

rs) E@lt TttdNxepsa yer identification numbers are g
rs. (TRDbssa)l eyoenq utior epdr o vi de t h¢ inamdl laNoyd da dhedr e
a care prexiednprt tHWat( c)i)K3a toaxgenpretwvidar r1efu.
r maj2jainon n(dd.vg.dual ddesthet twxphyeohproh t hei
xpayer can general lexesdcuidsledicl agenn¢ dbitmtatdt ¢ mp
infokmepi antrleawidr daototfeemmtr ¢ t°his information.

I R - R =T e
S B he € B8 Al
2
[on

(¢]

Qualifying Individual
For the purposes ofr e hter ecdhii d wda lainfdy idreg einnddeinti dwma I

e Youn$pitThle t dsx pdacypecerndent <child under 13 years
the child musdtqubael itfhydf ntga xppharypedrs e s of ¢l ai ming
personal exemption with the chdildi beal 2r yguar:
younger when the qmalddygonmgedxpehoeorsmwee e
infor mat i Oqnu aolni fwhiantg faohi t e pertslbbenal exempti o

AppenMdtxe that while therpecfisbma2 @ EXemption i
through 2025, “gthal idfeyfyfi ohgh ec hpielrds D niasl e xe mpt i on
still )in effect
e Spoinscea p a kalrei nogh effmet Y h s : t dsx psapyoewrs e who 1 s

physically or mextabkHhHalsndmada pva tlhe tchfe salxfpayer
more than half thearyeeameadsctalpatblteheo fi meil fi du
care for their ownshiygieqwimes afitlelhtionalfone:
t heir oown tshef estayPety of others

8 In this case, the qualifying child is definecespi f i cal ly as the taxpayer’s dependent

9 Generally a taxpayer will obtain the identifying information from a child aegendent care providby asking the
provider to fill outIRS Form W-10. Taxpayers then provide the information to the IRS by filling out the Form 2441,
which is used to claim the creditcéording to the IRS, if the care providefuses to provide xpayer i@ntification
numberor other information, the taxpayshould“ Gim the childcare expenses Barm 2441 Child and Dependent
Care Expenses, and provide the care provideformation you have available (such as name and addressg. ‘@&
Attached Statemehin the columns missing information. Explain on the attached statement that you requested the
providers identifying number, but the provider ditlgive it to you. This statement supports use of due diligence in
tryingtosecure he identifying i infermal Revenue Sarvickaw Rroducts RS Tak map 2016’
Childcare Credit, Other Credit<Child and Dependent Care Credit & Flexible Benefit Plattps://taxmap.ntis.gov/
taxmapfaqsfagq_07001.htm#TXMP220d2ed0

1026 C.F.R. §1.241(b)(4).
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e Ot hderpe ndiermd palkalrei moghefrmsre Avesndi vi dual who i
physically or mexwtakl yasndepabkbd abovel){ I
taxpayer nf ohra Imfoarocf tothhad ¥s eit her

aThe t dsx pdacypeern,d bmtta@axpayer could claim a pers
individual) ; or
bAn indwhtothaattaxpayer could have claimed as a
exemption) except that
iHe or she has gross 1 ncomet xtphtmito ne qaunaolusn to,r
i He or she fidres a joint return,

i iTihtea x p@yrert heir spouse, 1if filing jointly)
another’stagpayar

Examples of individoategwhy mayglfidéladontdv ¢thibdr
for themselves, as well as elderly relatives whc
The taxpayer must provide—«dihtelSatmiSegdaiyneimbyd dent i fic
(SSNndividual taxpayer ,opddoptfipoponatanapayembede@l 17
number —(0ATIleM)ch qualfidymwlke yndl ¥1i dlkati Haar@DCE BC do s
can result in the denial of the credit.

Earned Income Test

Inder to claim the credit, a taxpayer (and if ma
durt heg . Foerart awlpdaoyerst work as a result of the ta:
spouse) beingcarme aegra bek efswlfildreunlkefs sappepcliyali n cal cul
annual ear n®dc eimeodo mhen closmee in Cases Wher-e an Indi-
Care oTime F¥i)d.dent

Earned income includes wages, salaries, tips, ot
earningse niprloony meenl tf. In general only earned 1incom
salaries, and tip 1inttcomdende momtsaxableced domp e rhsi as

carned income and Mdadwmownhidownives @paymedt sncome.
taxpayers can elect to 1incl udewhneonn tcaltxdaiebndicem gcdointb.a t
Filing Status

Ge
fi

rally tatxlpaiye r e dvd maaslf isiliencgolhme,u ¢ adkawasrdio if e d

ng jointly ar elwehliilgi ilheo sted hsdtl@i'mfans Irta heed s cifriegdiint g
Fatienley i gi ble for ¢hretareddidse Howeaxpagyems wl
asried fi’lmanyg bsee pealriagtiebllye for the c¢credit 1if
more than half the yedSpendesawhofaercal ggall
paratedahlty mgen consider.eed married for tax pur

ne
1 1
pa
a“m
r

©v - »n
o O o

11 Qualifying widow(er) with a dependent child is also an eligible filing status to claim the credit.

12 gpecifically, a married individual living apart from their spouse may be eligible for the credit if they fulfill the
following requirements: (1) file a separate return from their spouse; (2) have a qualifying individual (for the purposes
of the credit) who lives with them for more than half the year in their home; (3) pay more than half the cost of
maintaining their home for the year; (4) and their spouse does not live with them in their home for the last six months
of the year.
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Calculating the Credit
The amount of the CDCTC i s
applying the dollar 11imits
rafSence the credit 1s

t axpaiynecr¢t mx | iability.

B

Amount

calculatedafbtyemul tipl
ajbyy tthe neppioapoimet d i«
nonrefundabl e,x ctehhed

actual

The credit rate used to calrtuddifesthd gresds tineo
(AGThe credit rate 1s set at a maximum of 35% fo
credit rate then declines by one percentage poir
$15,000 of AGI, wuntil the crediforraaapangaechkeswitdt
AGI over $43,000. This c¢i@TaHATehArGabtrea cskceht esd wmlses oicsi ai
withceadhbtrneoatdtj aw s t ed a ntnivoanl 1l y for 1infl a
Table 2. Credit Rate and Maximum Credit Amount
By Adjusted Gross Income (AGI)
Maximum Statutory Credit Amount
Adjusted Gross
Income (AGI) Two or More
(over & but not One Child Children
over) Credit Rate ($3,000 max expenses) ($6,000 max expenses)
$0-$15,000 35% $1,050 $2,100
$15,000- $17,000 34% $1,020 $2,040
$17,000- $19,000 33% $990 $1,980
$19,000- $21,000 32% $960 $1,920
$21,0® - $23,000 31% $930 $1,860
$23,000- $25,000 30% $900 $1,800
$25,000- $27.000 29% $870 $1,740
$27,000- $29,000 28% $840 $1,680
$29,000- $31,000 27% $810 $1,620
$31,000- $33,000 26% $780 $1,560
$33,000- $35,000 25% $750 $1,500
$35,000- $37,000 24% $720 $1,440
$37,000- $39,000 23% $690 $1,380
$39,000- $41,000 22% $660 $1,320
$41,000- $43,000 21% $630 $1,260
$43,00+ 20% $600 $1,200

Source: IRS Publication 503 and Internal Revenue CORE) 1.

Note: None of the parameters of the child and dependent care tax credit are adjusted for inflation.

The maximum amount of
taxpayer has one qualifying
individuals. These amount s
more qualifying individuals,
actual c¢child and dependent

expenses

carc ¢

t hat
ndi vi

t he

can
dual
arax maye rasd jwmistthe dt mm na
ma X i
expenses

mu m
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Child and Dependent Care Tax Benefits: How They Work and Who Receives Them

t wo qua

lify g indivedundsquahdf yheyg dmpeniacufo
$6, 000 for e

in
t h other, they can claim a credit foc
Even though t-hdeu ec rteod itth ef ohringuhleaor er gdner-oa s et owar
income taxpaverkbkitmhayoreneicredit since the cre

i Fi gihre

Figure 1.Child and Depen dent Care Credit
For Married Couple with Two Qualifying Children, by Income Level 2018

35% 1

- $2,000
30% - CDCTC Credit Rate
259 | (%, left axis) . 1,500
20%
15% A - $1,000
10% - CDCTC Credit Amount
’ (S, right axis) - $500

5% -
0% " r r . . . . : : )

$0 $25000 $50,000 $75,000 $100,000 $125,000 $150,000 $175,000 $200,000 $225,000 $250,000

e
INCOME LEVEL

Source: CRS Calculations based internal Revenue Code (IRC2BandP.L. 11897.

Notes: This is a stylized example of a married couple filing jointly, assuming they claim the standard deduction
and no other tax benefitdt also assumes their amount of qualifying expenses for the credit is $&00@come
is assumed to be from eaed incomeand eared incomeequas adjusted gross income (AGI).

Limitations Based on Earned Income

In addition to the maximum adoldraviamothlng edifs qusad
are additioambdbuhi mof sracolnautechds weexrpk s ed t o. calcul at e
Specifically, ugsueadl itfoy icnlgaai anh gt ehnes ecer etdhiatn

e the tasxpegened 1 nc(ofrmer fuonrmatrhrei eyde atra x payer s ) of

e the l-oawremsipm@searned 1 nc(ofnroer fnearp atyheed sykeaa r

For e x amp luen,mairfri ed taxpayer amd R%6wo0 @l adfi fgu algi f
expenses but $4, 000 of earned 1ncome, t he maxi mt
toward the credit would be $4, 000.

I fn aandi vidmaltnthment hed sthaoxapproynegr marr r icdan ¢ ta x payers
have efaomiemaeh mont htbkyaceal entilambye@aadt hacomeof
the year by s ammfiorg stulpostechemont hs 1ini whomba. they d
(Among married taxpayers, both spouses may need
t o rdmitree which s@a@aund nigs stphaasleowdotal expenses ¢
earned i nlcowearanf ngfs poe s @&mp luen,mairfr i(@d tthxepayer
lomearning spoascewplaeande wo$ 500 for three mont hs
not work the remaining nine months of the year,
cearned income | imamat it he ywsmewh d dbtehaffl ,%5M0,i 3 @0 and
dependewhte ncarad culating the credit
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If an individual (e iotnsepro uaom gw mnaarrrriiehdd sttahxkppatyleerrs )c
onaear nfimrgseach mont hbeoeéawas ¢cat eaid ad-a ayre@nnaem pabd ca o
futlime stwuwdenptwill calculateFohemiomedlwlkincehd amc ome
indi wWiokwa In@d r rdanvdpdissmc a pa b-t er e f etsi embef fsutlulde nt , t he
earned income fo‘dethamomtmnsheaduoalSpaaiafliimagl lzyx,r c
t heir e ar fideede fiitermc dbme $i2s50 per month ifdawdhlyohave
$500 per month if they hav®%l ft waon oirie dutowried uqaukm 1 i f y i
unmarried taxpayercaoning mpoasdsedoficduplvahwe r a
futlime student or notf arbdichigrpe tyaelapsr fiealyi gtitbelms el v e
(depending on theiappkbyuttheemprenmem)amount of e x
the credit. Specifically, $250 and $500 multipldi
e incorhe yotha¥%k, WhGk iqfuatli fying individual o
alifythg shdtvutduyl maxi mum amount of qual

arned
more qu
credit

Among a marornibeydep ® @ wmneylic yneonnd¢ dn“dbeee Mtead have earned
i nmeo (P25 0rmort one qualifyprg moodt ¥tiwdou aolr onro r$e5 0 0
qualifyin)g dsndd vi ddamwlatp acbft elo bi¢nagf gtl if me sTthuidse nt .
implicBot thast sarfe 1 medgabltbitmd sstiunduelnttfmeaous 1y
evemoynt h in a yeawabkti thiee d mwfdoprigdat thlee Icirheidsi ts cenari o
one s poubsee cwonusliddered as ahadvihegaoceplt dbeedo u hd o me ,
ineligible for the credit

Excl usibbmplfeStpons € héd d and
Dependent Care Benefits

In addition to the CDCTiCr wuopg kteor s$ Sc, a0nd Oe xocfl uednmep 1 for
sponsharidd and depelhSdienncte ctahree vbaelnueef iotfs .t hese bene
wagesit is mnot subject to income or payroll taxe

Empl sepomscchridddl e paddent care benefits can be prov
including
e di rpeacytments by an employer to ,a child care or
e omite child ofededebgenn emptoygtéEr

e emplogembursement of empalnodyee child care cos-

13 For example, if an unmaed taxpayer earned $500 for three months of the year, and did not work the remaining nine
months of the year because they were atiié student and they had one qualifying individual, their earned income

for the purposes of the earned income limitaticould be $1,500 ($500 x three months) plus $2,250 ($250 x nine
months) which equals $3,750. Since this is more than the statutory maximum of $3,000 per one qualifying individual,
the maximum amount of $3,000 is applicable.

14RC 8129. Among other critexjemployersponsored child and dependent care must be provided under a written
plan which meets certain conditions.
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e flexible spending accounts (FSDAst) otnhaotf all ow
their safaxybawmn déaparfecet.e rjioa bpel auns ed f or
qualifying expenses.

The eligibility rules and definitions of the &exc
t hdmse one key di ff eSr5e,n0c0e0. 1Sipneicti faipcpallileys, itrhree s pe ct

qualifying individuals. For example, a family wi
can beshdsesef maxi mutma x$ 5b,a0s0i0s ofno ra cphriel d care. Wit
dependent care credit there fargeuasleipfayriantge ilnidmivtisd
($3,000 for one qualifying individd®dh, $6, 000 fc
addition, marrithleitn xpatyeornss who MHadreied filing s
benefit from thisiaxdligibde, foehithet cepgdate

Inter Bet woean the CDCTC aEmnb lbxycelrusi on f
Spons €&héedd and Dependent Care

Taxpayers can claim both the exclopPioekbddd t he t
andle pendent cFaoerw eperyefftdanxee s . dodXdlavd odp emphmnddr

anddlependent care, the taxpayer must reduce the m
the ¢credit (up to $3,000 for one child, $6, 000 f
hade omhil d, $10, 000 in annuad$5chi0l0d acnanruea lel xyp et nos et
emplesy&SA, the family c¥BThHed ammounctl ac fm prheet aCxD CdloCl.
FSA ($5,000) would eliminate the pnlaixd dnutmo atmbba nt
credit ($3,000). If in the same year, the famil.y
they could eflraciem tS$h5r,o0u0gOh ttahxe i r FSA and claim the
$1,000 ($6, 000 max fnours t$wo 000r0 monr et hceh iFISdAr)e nf ommi t

Data on the CDCTC

Theggredgdtaehe child and dependentascpaordet gchriesd itta xi n
benefit.

e Incoemeel ofcl@DGa@EME tdsdasined wmp pledrh € 0 me
taxpayermagbaimythét tax credit dollars.

o Avereagedhind u Ptt : mo s tl ei wmeclosmet he avesrage credit ar
bet ween $500wearndohmé O00axpaydmn thecnwerheges
amount .

e Avercagahind unvtetr mOver the pastgd@®ayledrns,e.tthe av
adjusted ¢E¢pnpedinfilmouba)psteadikpygydeclined an:q
abou#t hama of its value

15|RC §21(c).

18Employersponsored child and dependent care must be provided under a written plan which meets certain conditions.
Note thatunder a cafeteria plan, employees have the choice not to accept the exclusion, and hence could apply
additional child and dependent care expenses toward the credit. However, in practice, most taxpayers will receive a
greater marginal benefit from the exsion than the credit. For example, if a taxpayer has $100,000 of adjusted gross
income (AGI) and is subject to a marginal income tax rate of 25% and 7.65% of payroll taxes, they would reduce their
tax bill by 32.65 (25+7.65) cents for every dollar putha FSA. In comparison, the credit would lower their tax bill by

20 cents for every dollar applied toward the credit.
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I

. pequaolfi fnydii wg od ma Ime d cfeodWhttith e t he credit 1is
alid abor the cathe | ax pbe p(edaiskeaobfil endo nf a mi 1 y me mb
elderly parents), the c¢credit 1is wused al mo:

r 13 years old.

r c e ntaaxgpea yoeficksi Iwd rtehlna it th att h e WICDICA Ct h e

edit i1is c¢claimed al mosltdrexc | wsni vaevleyr afgoer 1t3he
x paiytelr sc lwi 1| dr e nT hcilsa ipma rtthiec icpraetdiiotn. rate 1is s
wer Ffionrc olmmewetra x payer s .

— 0 S O g
o™ R e B <<
oL
a

ncome Level of CDCTC Claimants/ Aver ag

Th€DCTtCends to be ealda iunpopdededd Fe mimd dt expayers. Co mp

fe w clai maint csoma eo H awepanye thl lglilsathd e@tFeodr inmmo st taxpay
the average credit amountthevnpgbmweenxpa@gerasndhd§cé
claim the CDCTC tend tle e wdarcvweanxap bsgnmael fl ietr ftraoxm c r
the CBGCGhCe the credit is nonr amfomrdeddlmined.a bAse prrewd
limited to& tilnec otmaeex paxearkpalyielist wi tHHhedddg,t lte to no
liabihclydimgomowtazgpeyvwveslittle to no benefit f
credike the CDCTC
For s ome, teacipalyleigynsha md e titahxep aayneorusn,t of t heir CDCTC(
affected by fhempmeopanscafiddlaxare theysreceive. }
marginal tax rate 1s greater thamn t heer atpapxl i cabl e
savings froemxcllmsitmhmrg ttthan t htehec reexdciltu s(iimn aldadwet ri
payroll taxes).chHpls pan sugiicdadt e¢$ 1s0alv eodf ilno waenr FS A w
at a x p'sai ynecro me  t$a3x5 biifl lit thHBep %w ¢ ra ex ' Tbhrea ctkaext .s a vi ngs
associated wihtalt aSplp0l0y itnob ¥ he o ICHOL A (H evocuel, d ,i
empleopoenscharidd care is offered by their employer
first and apply exmpye s &ma plptlionvgaarbdl gtghilebolwes reidni g t he i
credit amount in comparison to 1if the exclusion
Table 3. Distribution of Taxpayers and Credit Dollars
and Average Credit Amount by Adjusted Gross Incom e (AGI), 201 5

Adjusted Gross % of All Returns % of Aggregate Average Credit

Income (AGI) % of All Returns  Claiming CDCTC CDCTC Dollars Amount
$0-under $15K 23.8% 0.1% <0.1% $121
$15K-under $25K 14.1% 6.3% 3.%% $349
$25K-under $50K 23.5% 23.8% 24.5% $578
$50K-under $75K 13.3% 16.2%6 16.2%6 $565
$75K-under $100K 8.5% 14.%%6 14.6% $574
$100K-under $200K 12.3% 28.%% 30.1% $597
$200K-under $500K 3.6% 9.0% 9.0% $566

171n 2018, a married couple filing jointly would be in the 35% bracket if their taxable income was over $400,000 but
not over $600,000.0Fi s t axpayer’s applicable credit rate would

181f a taxpayer has one child, and receives $5,000 ifrésxemployeisponsored child care from their employer, they
will have $0 of qualifying expenses for the CDCTC.
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Child and Dependent Care Tax Benefits: How They Work and Who Receives Them

Adjusted Gross % of All Returns % of Aggregate Average Credit
Income (AGI) % of All Returns  Claiming CDCTC CDCTC Dollars Amount
$500K+ 0.9% 1.%% 1.5% $620
All Taxpayers 100.0% 100.0% 100.0% $565

Source: IRSStatistics of Income (SOI) 201%able 3.3

Average Cr
Amount Tdvmee

The CDCTC wa
1976 . Subsegq
changes incr
the credit b

X

1

e

e

A Brief Overview ofhdage

to he CDCTC

1976: P.L. 94455 enacted the nonrefundable child and dependent care
credit1® The credit formula was 20% of eligible expenditures subject to &
maximum level of expenditures of $2,000 for one qualifying individual ar
$4,000 for two or more qualifying individuals. These amounts were not
adjusted for inflation.

1981:P.L.9734cr eat ed t he -sccuarlreedn tc roesdliitd
0 wa ble € X D/ credit rate decreases as income increases. The sliding scale began at 3
credit “A aBrei e({ taxpayers with adjusted gross sme of $10,000 or less, with the rate
Overview of M reduced by one percentage point for each $2,000 (or fraction thereof)
L e i sAma n oteels e gbove $10,000 until th_e lowest rate of 20_% was reach(_ad at $28,000 of
CD % e g income. The law also increased the maximum expenditures from $2,00(
. $2,400 br one qualifying individual and from $4,000 to $4,800 for two or
Bet we e n 19,7 6t more qualifying individgeﬂ%.The law also enacted the exclusion for
employersponsored child and dependent care.

B< 0o @»

maxi mum amou
al

average credi o ]

1986: P.L. 99514 limited the dollar amount of the exclusion to $5,000 pe
aggregate a MO| o payer.
credit ste,adi , o
D11 . & i 1988: P.L. 100485 created a dollaffor-dollar reduction in the amount of
! us thi gtla & 1| expenses eligible for the CDCTC for amounts excluded under an employ
Beginning 1 n sponsored dependent c almepactianBswesnt a
average and a | the CDCTC and Exclusion foEmployerSponsoredChild and Dependent
amount began |Cae)
with a sharp 2001: P.L. 10716 modified the sliding scale credit rate. The top credit rat
aggregate a.mo| Was increased from 30% to 35% and the income level for this credit rate

: . was increased from $10,000 to $15,000. The law also increased the
This .d €6 luic th e al mayimum expenditures from $2,400 to $3,000 for one qyald individual
hto rtpienrei o d mal and from $4,800 to $6,000 for two or more qualifying individuals. These
O measures a | amounts were not indexed for inflation. These were temporary changes
RS to r educ el scheduledtoexpireatthe end of 2010.

l1 ai ms o f, taasx| 2010:P.L.1131312extended the 2001 changes for 2011 and 2012.
S l egisl. &ty sf2012:P.L. 112240made the 2001 changes permanent.
inning tiax peoywm

e rtequpreSdicdiSaeduhety numbers (SSNs)l of d
ome t%Sxe crobnedg T nai ntgaimayédm®Y had tds provi

»—-s oY O wm

5 o o
o = g

19 Before the enactment of theich d and dependent care credit, “taxpayers

expenses incurred for the care of a child or a disabled dependent or spouse up to $4,800 a year. The maximum

deduction was reduced by one dollar for every two dollaisofc o me i n excess of $35,000.

Taxation,Tax Legislation Enacted in the @€ongressOctober 1976, JGS1-76, pp. 123124. This itemized
deduction was originally enacted in 1984L. 94455 converted the deduction to a credit.

20 Joint Committee on TaxatioGeneral Explanation of the Economic Recovery Act if 1B&tember 31, 1981, JES
71-81.

211n 1987, seven million fewer children were claimed as dependents on federal income tax returns according to data
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Child and Dependent Care Tax Benefits: How They Work and Who Receives Them

t a

xpla emumber (generall y?®Aocordidngitdoaadbne I RSire

“What probably happened in most cases 1s that pe

an

d their babysitter would not provide their Soc
mily had to choose betwergnupindEingalaldy,e wi habys

1988, Congress enacPt.eld4 89 Br s edn Oxerpaectw of Me
LegisChangtelse t ODICHLt required taxpayers to reduc
applied to the credit by amounts received under
substanttiiad ire dtulce amount of expenses many taxpa
hence a smaller credit

S

maximum amount of qualifying expenses and

Tab2)are not 1indebhed |lfacrt itn fmlea ttiheen.credit r
expenses was increased was in 2001 as par

ince 1988, the real aver age( svBaelgudpr edlthitsh ana@DGEC
iven by sevegnrndvifarwsgloy sdi fsdusstegd, the paramete

1 ncome
ate and

t of

ReconcAtiadbfoB00R. [ EIIRERFAEGERRA t he parameters

credit had not beedAiBrcireefa s@we rsviinecweC bldn8Ma §(sre el e g
tohe CDCTICE the credit as enacted 1n,tlh%¢76 had be
$800 maximum credit aengouuanl te di nmoBr9%D 6t idand BdB5 h a v e

inflhaesromled a substantiatredoptint of the value o

Figure 2.Real Aggregate Credit Dollars and
Average Credit Amount, 1976 -2015

total (billions $2015)

S9
58
7
$6
S5
S4
$3
s2
S1

S0
1975 1980 1985 1990 1995 2000 2005 2010 2015

$3.6B
aggregate credit dollars

Source: IRS Statistics of Income and the Bureau of Labor Statistic&)CPI
Note: Nominal datawere adjusted for inflation to 2018ollars using the CRU.

summarized by Jeffrey Liebman. Jef fr ey NdtonalGaxdonrngl “ Who are

vol. 53, no. 4 (December 2000),1171.
22p.L. 106485

2John Szilagyi, an IRS researcher quoted in Tamar
C a r Ehe New York Timedanuary 6, 191.

24 This amount was calculated using the inflation calculator from the Bureau of Labor Statistics. This calculator is
available ahttps://data.bls.goegi-bin/cpicalc.pl
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Child and Dependent Care Tax Benefits: How They Work and Who Receives Them

Types of Qualifying Individuals CIl ai me

Admi nistrative data fr gsmumrhar ITm&4kianndai Ic aR eev et nhuaet Stel
CDCTC ipsr iumfieodi l y¥he care expenses of children und

Table 4. Distribution of Taxpayers and Credit Dollars by
Age of Qual ifying Individuals Claimed for CDCTC, 201 5

Tax Returns Total Credit Dollars
Age of Qualifying Individual(s) Number Percent Billions $ Percent
Exclusively under 13 years old 6,090,135 96.0% $344 96.0%
Exclusively 13 years ottt older 142,135 2.2% $0.06 1.7
Mix of over and under 13 years old 112,055 1.8% $0.08 2.3%
Total 6,344,325 100.0% $3.59 100.0%

Source: Data provided to CRS from thinternal Revenue Service, Statisti€ Income (SOl)Data availabléo
congressional clients from the authapon request

Notes: Items may not sum duw rounding.

Few taxpayers claim the CDCTC for older dependen
First, most dependen,t sinir2elvleShi Bdremnl ]l Fon d=zxpmplte
were @&@€lfomechildren, while approximately 13 mil!l
ncludiAge pamrd&nttshe definition of qualifying ex
curre for older dependsamrte .b eFiomlgye xamardptdaey, o i f ¢
me taxpayer, any expenses incurred for their c
ince he caregiver 1s mnot considered to be wor
pens like nur s i nigdehroende qeuxapleinfsyeisn,g aerxep ennoste sc ¢
individual being cared for is mnot 11ivi

fyinhg .Expenses

o -

own o/~ =
O =X »w o p -

i
d
X
t
s
h
b

=

o

o
® 0o

y “Q B

—

ercentage of Taxp®WheGlsaiwi tthh eChGOGrCe n

ata from the (TePXCynBotaty €brnteopn average about 1
hildren c¢claim the child anKi gl@Pegmrcteantercare crec
roportiem coofmeh itygahtegra cehlia idnr etnh e c¢c-radomet han 1 owe:
axpamer spossible explanation for why relatively
tthhdagnot have c¢hi(ddrhamstelxepiemwscehsi | dren are ol de
sible explanation is that care expenses that
t hkForc reexdamp 1l e, t faylmd rhel epporwd dlthgense bl gybbe for
Ch@T@ddition, families that pay an older <ch
d not be cons i dFeirneadl lIqyu a Ifiafnyiilnige se xepleingsiebsl.e f o
one child may benefit marm fhemcthdi €exclus:i

©og " mT oD og

5 O 50O O @
— e o = »n

<« -

25 Internal Revenue Serg, Individual Income Tax Returns Line Item Estimates, 2015, Publication 4801, 2014, p. 14,
https://www.irs.gowstatisticséoi-tax-statsindividuatincometax-returnsline-item-estimates

26t is important to note that children as definedyTax Policy Centerin this example are children for whom that
taxpayer can claim a dependent exemption or for whantéixpayecan claim thehild tax credit orearned income
tax credit EITC). Some of these children will not be qualifying individuals for the purposes of the COi@¢&use
for exanple, they are 13 years or older.
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Figure 3. Percentage of Taxpayers with Children Who Claim the CDCTC, 2016
By Income Quintile

20% 19%
18%

16%
15%
13%

11%
10%

5%

1%

0%

Lowest 20% Second 20% Middle 20%  Fourth 20% Top 20%  All Taxpayers
I I

Quintile

Source: UrbanBrookings Tax Paty Center Microsimulation Modélersion 05161).
Notes: Each quintile contains 28of the population ranked bgxpanded cash income (E21)

Fewer -ilnccwerre families with c¢hsilmdae nt lbee ncerfeadi tf riosm
nonrefuAndomre fundable c¢creds tinesorthd nii&xepdd yiteorbsit Thiet
wi t h ol intot lien cto ma ntcd xu d-i mgb hbiwt g xpayers, hence r1ec
benefit from nonrefundable credits.

27 For distributional analyses, the Tax Policy Center (TPC) uses anincomesce pt called “expanded cash
(ECI). ECl is a broad measure of pretax income, and is used both to rank tax units in distribution tables and to calculate
effective tax rates. According to the Thaethelin®%e define ECI
adjustments (e.g., IRA deductions, student loan interestesgifoyed health insurance deduction, etc.), emplpgéat

health insurance and other nontaxable fringe benefits, employee and employer contributicdsfeertea retirement

saungs plans, tasexempt interest, nontaxable Social Security benefits, nontaxable pension and retirement income,

accruals within defined benefit pension plans, inside buildup within defined contribution retirement accounts, cash and

cashlike (e.9., SNAP)t ans fer i ncome, employer’s share of payroll taxes
For more information, see Tax Policy CeneP C6 s Mi cr o s i mu, htta:tmiwe.taxpdicyckrtdr.ord? A Q
resourcespcsmicrosimulatioamodetfag. The income percentile classes used in this table are based on the income

distribution for the entire population and contain an equal number of people, not tax units. Tresinsethare

adjusted for family size by dividing by the square root of the number of people in the tax unit. The resulting percentile

breaks are (in 2016 dollars): 20$4.7,000; 40%%$31,500; 60%%$52,700; 80%%$87,100; 90%%$124,400; 95%

$173,200; 999%6$398,800; 99.9%$2,084,600.
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Dat at lbem Ex c |Eumpiloofy paafn s € he d d
and Dependent Care

Administrative datxa | fureomp htechpe nlsRddri dodh 4 hd de penden
carcecomparabl e GDCEt cuenchavtaal loarb 1 e . However, survey
Bureau ofatliasbtoirc sS i n%hi c it emphaye acbhoibladv dalmd ce s s t
depenaratflcexi bl e, shwdredildgochameglt®wpons or ed

chil®cAceess means that these accounts are avail
actual wuse anfa pteh dsoewterascchmmtsEFlse survey also found
avail abi leinteyd iofff etrheeds eb abs ead t omr sa i warl iuedtiyn go ft hfe a ve
paid to tahned esmpzleo yoede s mphdmgbI@dednal 1, the data i1
that these benefits are more widely available tc
establishments.

Table 5. Percent age of Workers with Access to
Employer -Sponsored Child and Dependent Care , 2017

Access to Dependent

Care Flexible Spending Access to Employer -
Account (FSA) a Provided Child Care

Average Wage b

Lowest 10% 13% 2%
Lowest 25% 19% 4%
Second 25% 3% 9%

Third 25% 51% 12%
Highest 25% 63% 20%
Highest 10% 66% 22%

Size of Employer

1-49 workers 20% 4%

50-99 workers 33% 7%
100499 workers 4% 10%

500 workers or more 2% 26%

Source: Bureau of Labor StatisticBlational Compensation Survey: Employee Benefits in the United States,
March2017 Tables 40 and 41

Notes: These results are focivilian employees only
a. These data reflect access to FSAs provided as part of a Section 125 cafeteria plan.

b. Surveyed occupations are classified into wage categories based on the average wage for the occupation
which may include workers with earnings baibove and below the threshold.

28 Bureau of Labor Statisticdlational Compensation Survey: Employee Bendifitthe United States, March 2017

Tables 40 and 4For purposes of this survey, emplogponsored child care is defined as a workplace program that

“provides for either the full or partial cost of caring for
sitter in facilities either on or off the employer’ s premi
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Appendix. Wh alsa“De pendé nt Pbhposes

of Pehres obx ® Imp t

ion?

Table A -1.Tests for Qualifying Child and Qualifying Relative

Qualifying Child

Qualifying Relative

Relationship: The chil d is the
daughter, stepchild, foster child, brother, sister, half
brother, halfsister, stepbrother, stepsister, or a
descendant of any of them.

Residence: The childmust have lived with the
taxpayer for more than half the year.

Age: The child is either (a) under 19 years old at the
end of the year; (b) under 24 years old at the end of
the year and a fulime student; (c) any age if
permanently and totally disabled.

Support: The child must not have provided more tha
halfof his or her own support for the year.

Joint Return: The child must not be filing a joint
return for the year (unless that joint return is filed only
to claim a refund of withheld income tax or estimated
tax paid).

- 1. Member of Household or Relationship:

The
individual must either(a) Be a member dhe

t a x p ay sehoid $or theentire year, ofb) If they
dondt live with the taxg
taxpayer

Gross Income Test: The individu@ gross income
must be less than the personal exemption amount
($4,050 in 2017)

Age: None

Support: The taxpayer must provide more than half
the qualifying individuals support for the year.

Not a qualifying child: The individual cannot be
claimed as a qualifying child by any taxpaye

Source: IRS Publication 501 and Internal Revenue Code (BRE2.

a. The individual is related to the taxpayer as their son, daughter, stepchild, foster child, brother, sister, half
brother, halfsister, stepbrother, stepsister, or a descendant of anthefn; father, mother, grandparent, or

other direct ancestor

daughter of

t-nother brdnadfp a g e £ 6 S

7 stepfather or stepmother
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daughterin-law, fatherin-law, motherin-law, brotherin-law, or sisterin-law.
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